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1FEDERAL HOME LOAN BANK BOARD
Public comment is requested about how to most effectively implement provisions of the
Competitive Equality Banking Act of 1987 (CEBA) by the FHLBB in an advance notice 
of proposed rulemaking (see the 9/4/87 Fed. Reg., pp. 33595-96). The CEBA was 
signed into law 8/10/87 and is designed to provide additional funding to the 
Federal Savings and Loan Insurance Corporation, strengthen its reserves, and 
establish a forbearance program for thrift institutions. The FHLBB is required by 
the CEBA to issue regulations or guidelines concerning the following areas 
uniform generally accepted accounting principles; classification of assets; gain 
and loss deferrals; capital forbearance; minimum capital requirements; asset 
disposition; qualified thrift lender test; appraisals; and procedures setting the 
limits for approval or disapproval of applications submitted to the Board. The 
FHLBB is also requesting comments on the possible promulgation of other 
regulations not covered by this notice, as well as amendments to existing 
regulations that may be necessary to implement provisions of the CEBA in the most 
effective way. Comments are due on or before 10/5/87. For further information 
after reading the notice, please contact Christina M. Gattuso at the FHLBB at 
202/377-6649.
LABOR, DEPARTMENT OF
The Work Group on Retiree Health of the Advisory Council on Employee Welfare and
Pension Benefit Plans will hold a meeting on 9/25/87 (see the 8/27/87 Fed. Reg., 
p. 32360). The work group was formed by the Advisory Council to study issues 
relating to retiree health benefit programs for employee welfare plans covered by 
ERISA. The work group has invited retiree health experts to participate in a 
roundtable discussion of the following issues: 1) What impact would FASB
standards that required booking of liabilities likely have on the decision to 
provide retiree health benefits? 2) How secure are retiree health insurance 
promises in general, and how do they vary across companies and industries? 3) 
Are there changes in the law that should be made to make retiree health benefits 
more secure? 4) If changes in the law were made to allow retiree health benefits 
to be advance funded, would bargaining parties and non-bargaining employers be 
likely to advance fund? and 5) What are the relative advantages and disadvantages 
of using the now common "defined benefit" approach to provision of retiree health 
versus moving towards "defined contribution" accumulations that retirees could 
then use to pay retiree health expenses? The work group will also hear testimony 
from employee and employer representatives and other interested parties. Requests 
to testify must be submitted on or before 9/21/87. The meeting will begin at 10 
a.m. at the American Association of Retired Persons, 1909 K Street, N.W., Room 
830, Washington, D.C. 20049.
SECURITIES AND EXCHANGE COMMISSION
Revisions to Investment Advisers Release No. 770 (IA-770). expressing the Commission 
staff's views as to the application of the Investment Advisers Act to financial 
planners and others, were approved "in principle" by the Commission 8/27/87. The 
revisions are intended to update and clarify interpretations of "what the tests 
are" for applying the business element of the definition of investment adviser and 
to state that the revised release was developed jointly by the staff of the 
Division of Investment Management and the North American Securities Administrators 
Association (NASAA). The proposal incorporates several interpretative and no- 
action positions taken by the Commission over the past six years. The revisions 
were to be presented last week at a meeting of the NASAA in Colorado. If accepted 
by the NASAA, the revised statement will be considered by the SEC for formal 
adoption.
2SECURITIES AND EXCHANGE COMMISSION
Staff Accounting Bulletin No. 71, expressing the Commission staff's views regarding
the requirements of financial statements of properties securing mortgage loans.
has been published by the SEC (see the 8/19/87 Fed. Reg., pp. 31027-29). The SAB 
addresses the following two questions: 1) Under what circumstances are the 
financial statements of a property on which the SEC registrant makes or expects to 
make a loan required to be included in a filing? and, 2) Will the financial 
statements of the mortgaged properties be required in filings made under the 1934 
Act? For further information after reviewing the SAB, please contact Jeffrey C. 
Jones at the SEC at 202/272-2130.
SMALL BUSINESS ADMINISTRATION
The SBA currently maintains a Procurement Automated Source System (PASS), which
identifies and registers the capabilities of small research and development firms 
interested in obtaining government contracts, as part of its technology assistance 
program. PASS is a computerized system designed to be instantaneously responsive 
to the requests of government agencies for the profiles of small firms that would 
be potential bidders on government contracts. Large commercial firms and 
government agencies that provide substantial contracting and/or subcontracting 
opportunities to small business firms may be provided direct access to PASS if 
they so desire. A recent rule proposal by the SBA would establish a schedule of 
fees for direct access to PASS that would charge non-SBA PASS users $50 per hour 
(see the 8/25/87 Fed. Reg., pp. 32017-18). Comments on the proposed rule are due 
by 9/24/87. Small business concerns may register for the PASS program by 
contacting the nearest SBA field office and requesting a PASS Company Profile 
Form. Registration in the PASS program is a no-charge service. For further 
information about the SBA regulatory proposal or the PASS program, contact John 
Barnett at the SBA at 202/653-6635.
Proposed changes to regulations governing the SBA's size determination program have
been published by the SBA (see the 8/31/87 Fed. Reg., pp. 32870-902). The 
proposed rule would specifically identify how a business entity can be considered 
small for each of SBA's programs and would separate the size eligibility 
requirements for each program into separate sections for ease of use. The changes 
also incorporate several modifications made to the Small Business Act by various 
legislation. According to the SBA, the proposal would not change the specific 
size standards which apply to particular industries and Standard Industrial 
Classification Codes. The rule would require revenue shown on the regular books 
of account or the Federal income tax return of a concern on a basis other than 
accrual to be restated to show revenue on an accrual basis. Size eligibility for 
the Section 8(a) program would be made a separate subpart in the proposed revision 
because, the rule states, the agency believes the program is one that "in some 
respects deserves differentiation from the traditional financial assistance 
programs." The proposal would also set limitations on subcontracting by requiring 
a firm to perform a certain percentage of a section 8(a) award with its own 
employees. These limitations, the rule notes, were added by the Continuing 
Resolution for Fiscal Year 1987 and the National Defense Authorization Act for 
Fiscal Year 1987. Written comments on the proposed rule must be submitted to the 
SBA on or before 10/31/87. For further information after reviewing the proposal, 
please contact John W. Klein at the SBA at 202/653-6377.
TREASURY, DEPARTMENT OF
Larry Hyatt, CPA, has been appointed assistant district director for the Nashville
District headquartered in Nashville, TN, the IRS announced recently. The Nashville 
District is responsible for Federal tax matters in Tennessee, where in fiscal year 
1986 individual, corporate and other taxpayers filed 3.2 million returns and paid
31986 individual, corporate and other taxpayers filed 3.2 million returns and paid 
$12.3 billion in Federal taxes. Mr. Hyatt received the appointment following 
completion of the IRS Executive Selection and Development Program. He joined the 
IRS in 1965 as an internal revenue agent, was promoted to a special agent in 
Criminal Investigations in 1966, and in 1981 became assistant regional 
commissioner for the Central Region. Mr. Hyatt holds a bachelor’s degree in 
accounting from the University of South Carolina in Columbia and a master’s degree 
in public administration from the University of Colorado in Denver.
The due date for personal service corporations (PSCs) to request adoption, change, or
retention of non-calendar tax years has been extended, according to IRS 
announcement 87-82. The IRS also extended the time for filing short-period tax 
returns of partnerships, S corporations and PSCs. Section 806 of the Tax Reform 
Act of 1986 (TRA ’86) generally requires that partnerships, S corporations and 
PSCs use the taxable year of their owners. However, the law provides an exception 
when an important business purpose for an alternative tax reporting year can be 
established. Revenue Procedure 87-32 provides instructions to entities for the 
adoption, change, or retention of a taxable year and requires the filing of a Form 
1128 on or before the later of a date determined by references to the beginning or 
end of the taxable year or 9/11/87. Because regulations to define a PSC have not 
been issued, this due date is changed to the later of the date specified in 
Revenue Procedure 87-32 or the date 60 days after publication of temporary or 
proposed regulations defining a PSC. Partnerships, S corporations and PSCs will 
have also until the later of three dates to file short-period tax returns needed 
to effectuate the change to a calendar tax year. The dates are: 10/15/87; the 
normal due date of the return; or 30 days after the IRS approves Form 1128. 
Announcement 87-82 is scheduled to appear in Internal Revenue Bulletin No. 1987- 
37, dated 9/14/87.
Leased employees will be considered employees of the firm for which they perform
services rather than the leasing firm which pays them for certain employee benefit
purposes. regardless of the existence of a safe-harbor plan by the leasing 
organization, according to a recent IRS proposal (see the 8/27/87 Fed. Reg., pp. 
32502-18). A leased employee is defined as one who provides services for another 
person (recipient) pursuant to an agreement between the recipient and the leasing 
organization, who performs services for the recipient on a substantially full-time 
basis for a period of at least one year, and whose services are of a type 
historically performed by employees. Prior law required that a safe-harbor plan 
must be a qualified money purchase pension plan with provision for nonintegrated 
employer contributions of at least 7 1/2 percent, immediate participation, and 
full and immediate vesting. The proposed rules amend the definition of a safe- 
harbor to require a contribution rate of 10% and to require that the plan must 
cover all employees of the leasing organization (other that employees who perform 
substantially all of their services for the leasing organization -- and not for 
recipients -- and employees whose compensation from the leasing organization is 
less than $1,000 during the plan year and during each of the three prior plan 
years). Further, the proposal provides a recordkeeping exception from employee 
leasing provisions for an employer that has no top-heavy plans and that uses the 
services of non-employees only for an insignificant percentage of the employer's 
total workload. The regulations are proposed to be effective for tax years 
beginning after 12/31/83. Comments are requested by 10/26/87. If further 
information is needed after reading the proposed regulations, please contact 
Michael Garvey at the IRS at 202/566-3903.
4TREASURY, DEPARTMENT OF
Increases in the standard mileage rate for automobiles used in business and business
transportation paid by employers to employees in 1987 were announced recently by
the IRS. Both rates will be increased from 21 cents to 22.5 cents a mile. The 
22.5 cents a mile rate for automobiles used in business applies to the first 
15,000 miles of business use of a car that is not fully depreciated. The rate 
after the first 15,000 miles and for all business use of an automobile that is 
fully depreciated remains at the 1986 rate of 11 cents a mile. For the operation 
of an automobile in connection with charitable activities, the rate will remain at 
12 cents a mile. The rate used in computing medical and moving expense deductions 
will also remain at the 1986 rate of 9 cents a mile. Rev. Proc. 87-49, which sets 
out the standard mileage rate for 1987, and Rev. Ruling 87-93, which sets out the 
mileage allowance for transportation paid by employers to employees for 1987, will 
be published in Internal Revenue Bulletin No. 1987-38, dated 9/21/87.
Guidelines by which taxpayers may change their methods of accounting for long-term 
contracts to conform to changes made by the Tax Reform Act of 1986 were recently 
issued by the IRS in an advance notice, Notice 87-61. Under the provisions of 
Code section 460, amounts are to be taken into account using either the percentage 
of completion-capitalized cost method, or the percentage of completion method, as 
modified. Section 460 is effective for long-term contracts entered into after 
2/28/86, beginning with the taxpayer's first taxable year ending after that date. 
Under the percentage of completion method, as modified by section 460, the 
taxpayer is required to determine the percentage of completion with respect to 
each long-term contract under the "cost-to-cost" method. Under the percentage of 
completion-capitalized cost method, 40 percent of the items of each contract are 
to be taken into account using the percentage of completion method (as modified by 
section 460) and 60 percent of the items are to be taken into account under the 
taxpayer's "normal" method of accounting for long-term contracts. According to 
the IRS, the notice provides an elective, simplified method for determining the 
percentage of completion under the cost-to-cost method. Notice 87-61 is scheduled 
to appear in Internal Revenue Bulletin 1987-38, dated 9/21/87.
Temporary regulations relating to the tax on unearned income of certain minor children
have been released by the IRS (see the 9/4/87 Fed. Reg., pp. 33577-81). The Tax 
Reform Act of 1986 (TRA '86) made changes to the law affecting minor children, who 
at the end of the tax year were not 14 years of age, who have at least one living 
parent, and who realize at least $1,000 of unearned income. The temporary 
regulations are presented in a question and answer format and are effective for 
taxable years beginning after 12/31/86. In general, the temporary regulations 
provide that the tax imposed on the net unearned income shall be no less than the 
additional tax that would have been imposed on the child's net unearned income, if 
such income had been added to such parent's taxable income. If the parent has two 
or more affected children, the tax imposed on each is the child's proportionate 
share of additional tax that would have been imposed on the net unearned income of 
all such children if such income were aggregated and added to the parent's taxable 
income. A child's net unearned income for the taxable year cannot exceed such 
child's taxable income for the tax year. Further, if the child has itemized 
deductions, the child may offset unearned income with the greater of the amount of 
such itemized deductions that is equal to the standard deduction or the amount of 
allowed deductions directly connected with the production of unearned income. If 
further information is required after reading the temporary regulations, please 
contact William A. Jackson at the IRS at 202/566-4336.
5TREASURY, DEPARTMENT OF
Testimony from two representatives of accounting firms was presented at the IRS
hearing on the proposed corporate alternative minimum tax book income regulations
in Washington, D.C. on 9/1/87. The proposed regulations were published in the 
4/28/87 Fed. Reg., pp. 15305-20 (see the 4/27/87 Wash. Rpt.). David A. Berenson, 
the Director of Tax Policy and Practice for Ernst & Whinney, and Byrle M. Abbin, 
the Managing Director of Arthur Andersen & Co.’s Office of Federal Tax Service, 
testified at the hearing. They both addressed the provision of the proposed 
regulations regarding certain technical and practical aspects of making estimated 
tax payments on the basis of electing to use earnings and profits as the net 
income or loss set forth in the taxpayer's applicable financial statement. Mr. 
Abb in said the "rules for estimating taxes generally are unworkable and place 
heavy burdens on corporate taxpayers.” He suggested that because of the "novel 
interplay between the book income adjustment for periods less than one year and 
estimated taxes, and often no applicable financial statement exists at 5, 8 and 11 
months, a safe harbor rule should be designed. This safe harbor rule could be 
based on last year's book income adjustment of last year's tax." Mr. Berenson 
also criticized the estimated tax payments proposal, noting that "in many 
instances, the information necessary to make such an estimate will simply not be 
available" and that "the question of what is a 'reasonable estimate' is left open 
to interpretation." Mr. Berenson suggested making safe harbor estimates "based 
upon the best information available from the taxpayer's current books and records" 
or "on the basis of their prior year's information." Mr. Berenson's testimony 
also addressed whether it is appropriate for the regulations to 1) require a 
specific adjustment to book income because of disclosures in the footnotes to 
financial statements; 2) restrict the definition of GAAP; and 3) require a 
specific adjustment to book income because of disclosures in the accountant's 
opinion. In addition, Mr. Berenson discussed circumstances under which it may or 
may not be appropriate for examining agents to determine whether a financial 
statement disclosure is in accordance with GAAP and under what circumstances it 
may be appropriate for an examining agent to consider making Section 482 type 
adjustments to the net book income reported on the applicable financial statements 
of corporations that are owned or controlled by the same interests but are not 
members of a consolidated group. Also discussed were the technical and practical 
aspects for making adjustments to prevent omissions and duplications.
For further information contact Shirley Twillman or Joseph Petito at 202/737-6600.
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